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LABOR ISSUES OF THE 
NORTH AMERICAN FREE 
TRADE AGREEMENT 
V. Marc Cali Ill 
Introduction 
In the shadow of the free trade agreement 
of the European Community, it has become 
increasingly important for the United States to 
fortify its economic position. The North 
American Free Trade Agreement (NAFTA) is a 
positive step towards assuring the global com-
petitiveness of the United States. This agree-
ment will strengthen the American economy by 
creating new jobs. Many Americans fear that 
the free trade agreement will move valuable 
American jobs south of the border to Mexico. 
For example, union representatives in the 
United States argue that lower wages and weak 
or unenforced labor laws in Mexico will encour-
age large corporations to leave the United States 
and move to Mexico. In this essay, however, I 
argue that these incentives are not as alluring 
as one might believe. A close analysis indicates 
that NAFTA will benefit American labor by cre-
ating more jobs than it loses. An examination 
of plant costs, worker education, technology, 
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transportation and infrastructure shows that 
the American work force is the most productive 
and advanced in the world. Although the NAFTA 
may encourage some American corporations to 
move to Mexico, it will result in net job creation 
in the United States by providing a freer flow of 
goods and investments between the two coun-
tries. (Embassy of the United States, p. 1) 
Free Trade and Comparative 
Advantage 
The global marketplace caters to compar-
ative advantage. Comparative advantage says 
that a nation should specialize in producing and 
exporting those goods which it can produce at 
relatively lower costs and that it should import 
those goods for which it is a relatively high cost 
producer. Countries that are able to produce 
specific goods more efficiently and at lower 
prices dominate the world economy. Therefore, 
it is important for the United States to utilize 
its comparative advantages in the service sec-
tor and high technology manufacturing to 
ensure its global competitiveness. Future eco-
nomic success depends on how efficiently the 
United States can produce those goods in which 
it has a comparative advantage. (Gunter) 
The economic success of the Japanese in 
the 1980s is the result of comparative advan-
tage at work. By concentrating their econom-
ic efforts on globally competitive industries like 
automobiles and electronics, the Japanese have 
been incredibly successful in these markets. 
Through comparative advantage the Japanese 
can produce certain goods more efficiently and 
at lower prices than their American counter-
parts. As a result, American consumers can buy 
higher quality goods at lower prices. The 
American consumer benefits, but inefficient 
American industries that can't compete with 
the Japanese lose. 
Over the past fifteen years, as a last -ditch 
effort to save inefficient industries, the U.S. 
Congress has erected trade barriers. These bar-
riers enable inefficient industries to remain in 
business at the expense of the American con-
sumer. If the United States would eliminate 
such trade barriers, it would force inefficient 
industries either to become more efficient or 
close down. Unfortunately, in the short run 
some Americans would lose their jobs, and 
unemployment could increase in some sectors. 
However, in the long run new jobs would be 
created, the American economy would be more 
efficient, and the American consumer would be 
able to buy the best possible goods at the best 
possible prices. If trade barriers are reduced, 
comparative advantage is allowed to work. The 
upcoming North American Free Trade 
Agreement will reduce trade barriers between 
the United States and Mexico and thus allow the 
U.S. to more effectively utilize its comparative 
advantages in technology and manufacturing. 
The United States' Relationship 
With Mexico 
With the successful implementation of the 
Canadian Free Trade Agreement in 1989, the 
United States must now turn its focus south of 
the border to Mexico. The Salinas administra-
tion in Mexico has recently implemented a 
major program of macroeconomic stabilization 
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and has shifted to an outward looking stabi-
lization policy which can provide an important 
and expanding market for U.S. exports. 
(Hinojosa-Ojeda and Robinson, p. 1) Mexican 
foreign policy has become part of its economic 
policy as the Salinas administration focuses on 
Mexico's Trade with the U.S. As a result, trade 
with Mexico is increasing at unprecedented 
rates. (Embassy of Mexico, pp. 3-5) Total com-
merce, the sum of exports and imports, between 
Mexico and the United States doubled between 
1986 and 1989 reaching $58.6 billion in 1990. 
U.S. exports to Mexico have more than doubled 
since 1985 to $28 billion in 1990, and estimates 
have shown that this increase has generated 
nearly 40,000 new jobs in the U.S. (Embassy of 
Mexico, p. 2) 
Mexico represents a market of 82 million 
consumers and is the United States' third 
largest trading partner after Canada and Japan. 
For example, our southern neighbors are the 
third largest purchaser of American chemical 
products. In 1989 the United States had a 
chemical products trade surplus of $1.6 billion 
with Mexico, and from 1985 to 1989 U.S. 
exports of textiles and apparel to Mexico grew 
at a rate of 25 percent per year. (Embassy of 
Mexico, p. 5) In 1988 alone, Mexico imported 
all the wool and half the cellulosic fibers it con-
sumed and almost $200 million in textile 
machinery from the U.S. (Embassy of Mexico, 
p. 5) Furthermore, almost all of the cattle 
Mexico imports comes from the U.S., making 
Mexico the second largest market for American 
meat products. (Embassy of Mexico, p. 5) On 
average, imports from the U.S. account for 45 
percent of Mexico's soybean consumption and 
25 percent of its wheat consumption. Overall, 
70 percent of Mexico 's agricultural imports 
come from the U.S., making Mexico the United 
State's fourth largest agricultural market. 
In addition to imports, Mexican exports of 
manufactured goods have also undergone spec-
tacular growth. Between 1982 and 1989 exports 
of manufactured goods increased at an average 
annual rate of 22 percent, exceeding the growth 
rates of such emerging nations as Hong Kong, 
Taiwan, and Singapore. (Embassy of the United 
States, pp. 1-2) Mexico's growth in the manu-
factured goods sector is important to the U.S. 
because a large percentage of these goods are 
made with American parts. A free trade agree-
ment would enhance the already profitable 
trade between Mexico and the United States by 
reducing restrictions on the flow of goods 
between the two countries. 
Approximately 540,000 U.S. jobs are cur-
rently related to exports to Mexico, with 50 per-
cent of these jobs having been generated since 
1986 when Mexico took dramatic steps to open 
its economy to the world. ( Embassy of the 
United States, p. 2) Because of its proximity to 
the U.S., over two thirds of Mexico's imports 
come from the U.S. NAFTA will preserve this 
growth and ensure economic progress in both 
countries. There is little doubt that U.S. work-
ers in some sectors will be hurt by the free trade 
agreement, particularly unskilled laborers; but 
as a whole the U.S. will benefit tremendously 
from free trade. If Mexico continues to shift its 
development strategy, the ensuing expansion of 
trade will benefit the U.S. 
Will American Jobs Go South 
of The Border? 
Several political leaders, under pressure 
from the major labor unions in the United 
States, have opposed a free trade agreement 
with Mexico. As NAFTA currently makes its way 
through Congress, many leaders in Washington 
have expressed concern about Americans los-
ing their jobs to Mexican workers who are will-
ing to work for a lower wage. Contrary to this 
belief, however, NAFTA will in all likelihood cre-
ate more American jobs than it loses to Mexico. 
Although the cost of labor in Mexico is much 
lower than the cost of labor in the United 
States, labor costs alone do not determine 
where companies invest. Low wages found in 
Mexico are offset by lower productivity, poor 
infrastructure, and other impediments to effi-
cient production. (Embassy of the United 
States, p. 2) 
Most of the major economic studies on the 
NAFTA conclude that the agreement will have 
a positive impact on both wages and employ-
ment in the United States. One such study was 
conducted by two economists from the 
Brookings Institution, Raul Hinojosa-Ojeda and 
Sherman Robinson, who use a general equilib-
rium model to analyze the effects of NAFTA. 
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Their model has a game theoretic component 
that accounts for the nature of socio-political 
institutions and considers the regulation of dis-
tributional conflicts between workers and cap-
italists in both countries. With this model they 
analyze the complex relationship between trade, 
investment flows, technological change and 
migration as well as labor practices and social 
and political institutions within and across the 
country. Their model indicates a free trade 
agreement will be able to increase wages and 
employment in the long run. (Hinojosa-Ojeda 
and Robinson, p. 1) 
In addition to the Hinojosa-Ojeda/ 
Robinson study, there are three other major 
studies that are worth mentioning. In a report 
entitled The Likely Impact on the United States 
of a Free Trade Agreement, the U.S. Interna-
tional Trade Commission concluded that a free 
trade agreement with Mexico would benefit the 
U.S. economy overall by expanding trade oppor-
tunities, lowering prices, increasing competi-
tion and improving the ability of U.S. firms to 
take advantage of economies of scale. They also 
concluded that real income for both unskilled 
and skilled workers in the United States is like-
ly to rise as a result of NAFTA. 
Peat Marwick & Company also published 
a report on NAFTA and concluded that overall 
the U.S. will benefit from a free trade agree-
ment. The study found that NAFTA will 
increase U.S. real income by an additional $1 
billion, and that American labor will benefit 
with somewhat higher real wages. Rudiger 
Dornbusch of the Massachusetts Institute of 
Technology found that as a result of NAFTA the 
U.S. will immediately benefit from increased 
exports to Mexico. He also predicts that NAFTA 
will create at least 150,000 jobs in the U.S. In 
short, all of these reports reports conclude that 
NAFTA will benefit American labor. (Reports 
summarized in Embassy of Mexico, pp. 8-11) 
To a great degree, the labor markets of the 
U.S. and Mexico are "complementary," with 
each able to supply the type of labor the other 
lacks. (Hinojosa-Ojeda and Robinson, pp. 3 and 
5) For example, the population growth rate in 
the United States has declined, and as a result 
the U.S. population is getting older. On the 
other hand, the Mexican population is increas-
ing, bringing with it a steady decline in the 
average Mexican age. Also, as Hinojosa-Ojeda 
and Robinson state, "Mexican migration has 
historically provided the U.S. with an important 
source of labor, especially in the Southwest, and 
has also served as a safety valve for Mexico, pro-
viding employment opportunities for workers 
displaced by the structural changes accompa-
nying Mexican industrialization." (Hinojosa-
Ojeda and Robinson, p. 6) Finally, the demand 
for labor has shifted away from agriculture in 
the U.S. and has moved toward the expanding 
service and light manufacturing sectors. 
Meanwhile, in Mexico rapid industrialization 
and a relative decline in agriculture have cre-
ated a supply of labor that complements U.S. 
demand. (Hinojosa-Ojeda and Robinson, p. 6) 
This relationship between the Mexican and U.S. 
labor forces has been a source of political, social 
and cultural controversy, but it demonstrates 
the interdependence of the two labor forces and 
reinforces the belief that they can work togeth-
er for mutual benefi( By decreasing trade bar-
riers, NAFTA would enhance this relationship. 
Although labor costs are an important ele-
ment of total production costs, they are not the 
sole factor that determines the location of man-
ufacturing facilities. The quality of the work 
force, transportation costs, infrastructure, and 
the availability of raw materials all play a role 
in determining the location of factories. 
Mexican workers receive lower wages, but they 
are not as productive nor are they as educated 
as their American counterparts. Modern, glob-
ally competitive production facilities use robot-
ics and high technology. Mexican workers are 
not accustomed to this type of production, com-
pared to their American counterparts. 
American firms relocating to Mexico would 
therefore have to retrain and educate most of 
their workers at a substantial cost. Thus, it is 
unlikely that there will be a large scale migra-
tion of U.S. corporations south of the border as 
a result of NAFTA. 
A free trade agreement will not lead to a 
mass migration of American companies to 
Mexico, but it will boost U.S. exports to Mexico 
and create U.S. jobs. Currently the major U.S. 
exports to Mexico (motor vehicle parts, telecom-
munications equipment, processed food, and 
basic grains) are all subject to tariffs ranging 
from ten percent to twenty percent. (Embassy 
66 
of the United States, p. 2) The elimination of 
these barriers under NAFTA will make U.S. 
goods cheaper and more accessible to Mexicans. 
As a result, there will be an increased demand 
for U.S. goods and the U.S. work force that pro-
duces them. (Embassy of Mexico, p. 5) Seventy 
percent of Mexican imports already come from 
the United States. Any increase in revenues and 
investment in Mexico will create an even 
stronger demand for American goods. As men-
tioned previously, the increase in U.S. exports 
to Mexico between 1985 and 1989 has generat-
ed nearly 40,000 new jobs in the American econ-
omy. NAFTA will allow this economic growth 
to continue into the next century. 
Despite the many positive aspects of 
NAFTA, many labor intensive manufacturing 
sectors in the U.S. will be forced to lay off work-
ers as a result of the agreement. For example, 
the lower cost of Mexican labor will give a com-
parative advantage in tropical agriculture to the 
Mexicans. Oranges can be harvested at a much 
lower cost in Mexico, and therefore the orange 
producers of Florida and southern California 
will be adversely affected. Other fruits and veg-
etables that need to be picked by hand can be 
harvested at a lower cost in Mexico than in the 
United States. As a result, the American pro-
duce industry will lose profits to the Mexicans. 
Since this industry is already primarily com-
posed of Mexican migrant workers, the actual 
job loss to Americans will be minimal. 
Conversely, some industries in Mexico will be 
adversely affected. With the advantage of high 
tech harvesting machinery, Americans can pro-
duce wheat and corn more efficiently than the 
Mexicans. Mexican farmers will not be able to 
compete with the advanced harvesting machin-
ery used in U.S. agriculture. 
Although there will not be a large scale 
migration of U.S. corporations to Mexico, some 
U.S. companies that are dependent on labor 
intensive manufacturing will inevitably move 
to Mexico. In fact, a number of U.S. companies 
like the Ford Motor Company and Procter and 
Gamble have already moved some of their oper-
ations to Mexico under the maquiladora pro-
gram, a system whereby U.S. manufacturers 
produce goods at a lower cost in Mexico. Some 
degree of production sharing of this type is an 
economic reality in today's globally competitive 
environment. A North American Free Trade 
Agreement would therefore not influence 
whether U.S. firms invest in other countries, 
but rather where. When a firm goes offshore to 
Asia or Europe rather than over the border to 
Canada or Mexico, it is less likely to buy com-
ponents from American suppliers. In 1989 U.S. 
production-sharing operations in Mexico 
(maquiladores) produced goods that had a 51 
percent domestic (i.e., U.S.) content. This is to 
be compared with goods that had a 33 percent 
domestic content from other similar U.S. oper-
ations in Canada, and goods that had only 13 
percent domestic content from U.S. produc-
tion-sharing facilities in the rest of the world. 
(Embassy of the United States, p. 2) Simply put, 
the more goods that are produced in Mexico, 
the more American raw materials and American 
jobs that will be needed to produce these goods. 
In this regard, the European experience 
with economic integration is illustrative. When 
Spain and Portugal joined the European 
Community (E.C.) in 1986, fears were raised 
that companies in high-wage European coun-
tries such as Germany and France would rush 
to locate factories in Spain and Portugal to take 
advantage of their lower labor costs. Despite 
the fact that manufacturing wages in Portugal 
are one-sixth those in Germany, no such move-
ment took place because overall productivity in 
Spain and Portugal was so much lower than in 
Germany and France. In fact, in the years since 
Spain and Portugal joined the E.C., manufac-
turing wages, adjusted for inflation, have actu-
ally increased by 20 percent in Germany and 21 
percent in France. (Embassy of the United 
States, p. 2) Therefore, just as in the case of the 
European Community, NAFTA will not lead to 
a relocation of factories. 
Another obstacle to U.S. plants relocating 
to Mexico is the fact that new production facil-
ities can cost hundreds of millions if not bil-
lions of dollars. Although American corpora-
tions would save on labor costs by moving to 
Mexico, they would lose on the cost of building 
new plants. According to Victor M. Barreiro, 
the Managing Director of The Ford Motor 
Company in Mexico, "Ford will not move total-
ly to Mexico .... The reduction of cost is not sig-
nificant enough to move. Ten percent of Ford's 
total cost is from labor, but the cost of a new 
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plant is in the billions." (Barreiro) 
Furthermore, the United States is currently 
experiencing overcapacity in many of its facto-
ries. There is no reason to increase production 
and close down highly automated billion-dol-
lar plants just for lower labor costs. No matter 
how low the wage, it will be difficult for 
American corporations to justify relocation 
costs which can exceed $1 billion. 
Still another deterrent to the relocation of 
American companies is the poor Mexican infra-
structure. As a result, it is more difficult for 
supplies and finished products to be transport-
ed around the country. In order for American 
corporations to remain efficient in Mexico, they 
would have to build their own roads at a sub-
stantial cost to the shareholders. In short, 
higher costs and lower labor productivity pro-
vides a major disincentive for U.S. firms to relo-
cate south. Hence, it is unlikely that techno-
logically advanced American corporations will 
relocate to Mexico simply to take advantage of 
lower wage rates. 
Some Americans will lose their jobs as a 
result of NAFTA while others will find the num-
ber of jobs increasing. However, most analysts 
agree that the employment impact of NAFTA on 
Mexico will be much more significant than the 
impact on the United States. Furthermore, 
there is a consensus among economists, ana-
lysts, academics, and experts in industry that 
more American jobs will be created than lost. 
The Reaction of Mexican Labor 
In general, Mexicans have been very 
enthusiastic about the NAFTA. Approximately 
forty percent of the Mexican population is 
underemployed. These people hold regular jobs 
but are often working only part time and are 
not making enough money to support their 
families. Many see the upcoming free trade 
agreement as an opportunity to provide more 
employment for their people. (Barreiro) The 
recent expansion of trade with the United States 
has translated into a newly found prosperity for 
Mexico. A recent survey reported that 85 per-
cent of Mexicans support NAFTA because they 
believe that it will continue the positive trad-
ing relationship between Mexico and the United 
States. Among the Mexican working class, how-
ever, enthusiasm is mixed. Recently fired 
Pemex workers are not as enthusiastic about 
the agreement and incorrectly blame their dis-
missal on American oil companies taking their 
jobs. On the other hand, workers at a telephone 
manufacturing plant who would benefit from 
increased trade from NAFTA are more enthusi-
astic about the agreement. Telephone parts 
from the U.S. will cost less when import tariffs 
are lifted. The costs of raw materials for their 
phones will also decrease. Despite the con-
flicting views of the workers in these two sec-
tors, Mexicans as a whole seem supportive of 
the agreement. Anti-American sentiment is at 
an all-time low in Mexico, a country that once 
described its border towns as being "so far from 
God and so close to the United States." 
(Barreiro) Many Mexicans are also excited 
about higher standards of worker safety as a 
result of the free trade agreement, but skepti-
cism has arisen after several reports of safety 
problems in the American-run maquiladores. 
Interestingly, the American-owned but 
Mexican-operated maquiladores have not expe-
rienced nearly as many safety problems as the 
American-owned and operated maquiladores. 
It is hard to ignore the fact that many 
American corporations are currently doing 
business and prospering in Mexico. Ford's pro-
duction of automobiles is growing by 100,000 
units a year. This has meant many new jobs for 
Mexican workers. Other Mexicans are eager to 
sign NAFTA in the hope of ensuring that the 
reforms of the Salinas administration will con-
tinue. Whatever their reasoning, the general 
feeling in Mexico is that the North American 
Free Trade Agreement will bring new prosper-
ity to their country. 
Conclusion 
Many of the major economic powers of the 
free world have recognized the importance and 
value of free trade and comparative advantage. 
The attempts of the European Community to 
create and unify a continental market are based 
on the fundamental beliefs of comparative 
advantage and free trade. It is important for the 
United States to strive towards a similar goal of 
economic integration by enacting NAFTA. 
Mexico is one of the United States' largest trad-
ing partners, buying large quantities of 
American goods from chemicals to cattle, grain, 
and motor vehicle parts. The new Mexican 
development strategy implemented by 
President Salinas promises rapid growth for 
Mexico that translates into an increase in 
American exports south of the border. These 
positive reforms provide a growing market for 
American goods and a new source of American 
jobs. Since NAFTA would extend these devel-
opments even further, it is time to seize the day 
and enact this important agreement. 
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